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CONFIDENTIAL 
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E.O. 11652: N/A 
TAGS: EINV, ECEM, IN 

SUBJECT: AMOCO AND MADRAS FERTILIZERS, LTD. 

REF: (A) MADRAS 0616, (B) MADRAS 0803, (C) NEW DELHI 7073 

1 . ON MAY 18 JAMES ALLEN, COORDINATOR, SUBSIDIARY AFFAIRS, 

AMOCO CHICAGO AND DR. FRANK JAMES, REPRESENTATIVE, 

AMOCO SINGAPORE, CALLED AT THE CONGEN TO DISCUSS RECENT PRESS 
REPORTS (SEE REFTEL A, B AND MAY 1 1 BOMBAY ECONOMIC TIMES) 
REGARDING REPORTED GOI MOVES TO TAKE OVER AMOCO'S 24.5 
PERCENT EQUITY IN MADRAS FERTILIZERS, LIMITED (MFL). ALIEN/ 

JAMES SAID THEY HAD HEARD NOTHING ON THE SUBJECT DIRECTLY FROM 
THE GOI BUT BELIEVE THE ARTICLES HAVE THEIR ROOTS IN MFL'S 
REFUSAL TO ACCEPT THE GOI’S "VOLUNTARY" PRICE RETENTION POLICY 
(PRP) FOR UREA, WHICH WENT INTO EFFECT NOVEMBER 1, 1977. CON- 
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TRARY TO THE NEWS REPORTS, AMOCO ALONE DID NOT BLOCK MFL’S AC- 
CEPTANCE OF THE POLICY SINCE IT ONLY 

CONTROLS 24.5 PERCENT OF THE EQUITY IN MFL AND COULD NOT, 

IN FACT, MAKE MFL COMPANY POLICY BY ITSELF. SHOULD THE GOI 
AND THE OTHER MINORITY SHAREHOLDER, THE NATIONAL IRANIAN OIL 
COMPANY (NIOC), WHICH ALSO CONTROLS 24.5 PERCENT OF THE 
EQUITY, TOGETHER DECIDE TO ACCEPT THE POLICY, THEIR COMBINED 
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75.5 PERCENT WOULD HAVE BEEN SUFFICIENT TO OVERRULE AMOCO. 
HOWEVER, THE NIOC AGREES WITH AMOCO'S POSITION, AND THEIR COM- 
BINED 49 PERCENT EQUITY WAS ENOGH TO REIECT THE PRP. 

2. AMOCO AND THE NIOC REJECT THE PRP BECAUSE 1) THEY 
WOULD LOSE MONEY ON IT AND 2) THE GOI REFUSES TO REVEAL 
UNDER WHAT FORMULA PRICES ARE COMPUTED. ESSENTIALLY 
THE UREA PRP ESTABLISHES A RANGE OF EX-FACTORY PRICES FOR 
UREA RANGING FROM ABOUT RS 1,000 TO RS 2,200 PER TON. 

MFL'S PRODUCTION HAS BEEN ASSIGNED A PRICE OF RS 1,206 

PER TON. THE COUNTRYWIDE RETAIL PRICE IS ABOUT RS 1,450 
PER TON. UNDER THE PRP THE DIFFERENCE BETWEEN WHAT EFFICIENT 
PRODUCERS LIKE MFL ARE ENTITLED TO, I.E., RS 1,206 AND THE 
RETAIL PRICE, RS 1,450, IS TAKEN BY THE GOVERNMENT TO 
SUBSIDIZE THOSE FIRMS THAT HAVE BEEN ASSIGNED PRICES ABOVE 
THE RETAIL PRICE, BECAUSE (AMOCO SUPPOSES) THEY ARE 
LESS EFFICIENT. AMOCO THEREFORE FEELS THAT MFL IS BEING 
PENALIZED FOR BEING EFFICIENT, WHILE LESS EFFICIENT 
OPERATIONS ARE BEING IN EFFECT REWARDED. 

3. WHEN MFL ASKED THE FORMULA BY WHICH PRP PRICES ARE 
COMPUTED, GOI REPRESENTATIVES TOLD THEM FRANKLY THAT 

A) THEY WOULDN’T UNDERSTAND IT AND B) EVEN IF THEY DID THEY 
MIGHT REJECT IT. THUS MFL WAS BEING ASKED TO 
AGREE TO A POLICY THAT WAS NOT AND WOULD NOT BE EXPLAINED, 
AND AMOCO AND NIOC HAVE SO FAR REFUSED TO ACQUIESCE. 
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THE AMOCO REPRESENTATIVES TOLD US THEY FIND NO FAULT 
WITH THE GOI S EXPRESSED GOAL OF 12 PERCENT RETURN AFTER TAXES 
FOR FERTILIZER COMPANIES, BUT THEY PRP AS ANNOUNCED DOES 
NOT SUPPORT THIS GOAL. THEY ALSO NOTED THAT A WHOLLY OWNED 
INDIAN COMPANY, SRIRAM FERTILIZERS, HAS ALSO REFUSED 
TO ACCEPT THE PRP, ALTHOUGH THEY BELIEVE MOST IF NOT 
ALL OTHER COMPANIES HAVE AGREED TO THE POLICY. 

4. TO DATE NIOC HAS FIRM 
SUPPORTED AND AGREED WITH 

AMOCO’S POSITION. SEVERAL DAYS AGO ALLEN SPOKE 
WITH NIOC OFFICIALS IN TEHRAN AND CAME AWAY WITH THE 
FEELING THAT NIOC WOULD SUPPORT AMOCO UP TO BUT NOT 
THROUGH THE "CRUNCH’’ SHOULD IT COME TO THAT. IRAN 
HAS OTHER IRONS IN THE INDIAN FIRE AND APPARENTLY IS 
NOT WILLING TO JEOPARDIZE THEM. HOWEVER, WE AND THE 
AMOCO REPRESENTATIVES BELIEVE THE INDIANS DO NOT 
WANT TO OFFEND THE IRANIANS EITHER, AS THE NEWSPAPER 
ARTICLES ALSO INDICATED. 

5. THE AMOCO OFFICIALS NOTED THAT THE INDIAN NEWS ARTICLES 
HAD BEEN PICKED UP BY SEVERAL US BUSINESS NEWS SERVICES, 
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INCLUDING MCGRAW-HILL. THEY SAID THIS INDICATES HOW 
INTERESTED THE US BUSINESS COMMUNITY IS IN INDIA IN THE 
WAKE OF THE CLOSURES OF COCA COLA AND IBM. THEY ALSO 
MENTIONED THAT THEY HAD BROUGHT THE STORY TO THE ATTENTION 
OF OVERSEAS PRIVATE INVESTMENT CORPORATION (OPIC) 

OFFICIALS IN WASHINGTON, SINCE PART OF AMOCO'S EQUITY 
(TOTAL $7-10 MILLION) AND ALL OF ITS FOREIGN EXCHANGE LOANS 
TO MFL ($86 ,8))89,) ARE COVERED BY OPIC INSURANCE. 

6. THE AMOCO OFFICIALS ASKED US WHAT THE CHANCES WOULD BE 
OF FIGHTING A GOI DECISION TO TAKE OVER AMOCO'S EQUITY. 
ALTHOUGH THEY HAVE RECEIVED NO OFFICIAL WORD, THEY ARE 
CONCERNED THAT THE DISTORTED NEWSPAPER ARTICLES MAY BE 
THE BEGINNING FOR SUCH A TAKEOVER. (WE DID NOT MENTION 
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SUNDER'S COMMENTS CONTAINED IN PARA 4 REF C, BUT WILL 
DO SO WHEN WE SEE ALLEN/JAMES ON MAY 19.) SINCE 
FERTILIZERS AND INDIA ARE NOT VERY IMPORTANT IN AMOCO'S 
TOTAL CORPORATE PICTURE, THEY MIGHT NOT BE AVERSE TO A 
TAKEOVER, THEY SAID, IF THE GOI WILL PAY WHAT THEIR EQUITY 
IS WORTH. THEY ARE OF COURSE AWARE THAT THAT MAY WELL 
BE A SUBJECT OF DISPUTE, BUT NOTED THAT THE NIOC 
MIGHT SUPPORT A HIGHER VALUATION THAN THE GOI MIGHT 
PRODUCE, SINCE THAT WOULD RAISE NIOC'S ASSESSED EQUITY. 

THE AMOCO OFFICIALS SAID THAT IF AMOCO IS FORCED TO 
DIVEST ITS EQUITY, THE NIOC WOULD BE VERY INTERESTED IN 
ACQUIRING ENOUGH STOCK TO GIVE IT 26 PERCENT EQUITY, ENOUGH TO 
BLOCK AT THE BOARD LEVEL ANY MAJOR MOVES THE GOI 
MIGHT TRY TO MAKE AS MAJORITY SHAREHOLDER. 
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7. THE AMOCO OFFICIALS ALSO TOLD US THAT THE MFL 
MANAGING DIRECTOR, EASO JOHN, HAD ADVISED AMOCO 

AND NIOC TO ACCEPT THE POLICY AND THEN APPLY FOR RELIEF 
UNDER ITS GRIEVANCE PROVISIONS. (JOHN WAS APPOINTED 
BY AMOCO, 

WHICH HAS THAT RIGHT UNDER ITS ORIGINAL 
AGREEMENT.) HOWEVER, THEY EMPHASIZED THAT AT THIS 
POINT NEITHER AMOCO NOR NIOC IS WILLING TO AGREE TO 
A POLICY THEY DO NOT UNDERSTAND AND WILL NOT BE 
EXPLAINED TO THEM. ALTHOUGH THBMIRP IS SUPPOSEDLY 
VOLUNTARY ALL WHO DO NOT ACCEPT IT ARE SUBJECT TO 
EXCISE TAX DESIGNED TO HAVE THE SAME EFFECT. BEFORE 
THE PRP SCHEME WAS IMPLEMENTED, MFL, ACCORDING 
TO THE AMOCO OFFICIALS, WAS BREAKING EVEN ON UREA. 

UNDER THE PROMFL WOULD LOSE MONEY AND UNDER THE 
EXCISE TAX IT IS LOSING EVEN MORE. MFL IS PARTICULARLY 
CONCERNED THAT THE PRP CONCEPT WILL BE EXTENDED TO NPK 
FERTILIZER (FOR WHICH UREA IS AN INTEROQEDIATE PRODUCT) 
WHICH IS A VERY PROFITABLE LINE. 
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8. ACTION REQUESTED: THE AMOCO OFFICIALS DO NOT 
PLAN 

TO FORMALLY BRING UP THE NEWS REPORTS AT THE MFL 
SHAREHOLDER AND BOARD MEETINGS MAY 22 AND 23 IN 
BANGALORE. THEY MAY, HOWEVER, BROACH THE SUBJECT 
INFORMALLY OUTSIDE THE MEETINGS. THEY AND WE REQUEST 
AN EMBASSY READING ON THE ISSUE, BY COB MAY 19 
IF POSSIBLE, SINCE THE AMOCO REPRESENTATIVES ARE 
LEAVING FOR BANGALORE EARLY MAY 20. THEY HAVE AGREED 
TO CONTACT US MAY 23 WHEN THEY RETURN TO MADRAS TO 
TELL US WHAT, IF ANYTHING, OCCURED. THEY ALSO ASKED 
OUR OPINION WHETHER THEY SHOULD PUT OUT A PRESS 
RELEASE "SETTING THE RECORD STRAIGHT" AND CORRECTING 
THE DISTORED IMAGE THE NEWSPAPER ARTICLES MAY HAVE 

CREATED; WE ADVISED NYEM TO WAIT UNTIL AFTER THE 
BANGALORE MEETINGS AND SAID WE WOULD SEEK THE 
EMBASSY'S ADVICE AS WELL. PLEASE ADVISE. SUNDER 
IS HIMSELF ON MFL BOARD AND WILL BE ATTENDING BANGALORE 
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MEETING. WE WILL MENTION 

SUNDER S COMMENTS REFERRED TO ABOVE, AND SUGGEST 
AALLEF/JAMES TAKE IT UP DIRECTLY WITH HIM IN BANGALOR. 

MCCASKILL UNQUOTE 
GOHRF.N 
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